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Evaluation of trademarks in China
Zheng Chengsi
The evaluation of IP is a prerequisite for its gainful utilization in industries and busi-
nesses. Trademarks are one of the important constituents of IP and their evaluation is
considered critical for enterprises in the emerging competitive market scenario. Most
countries have legal requirements for trademark evaluation, with procedural details
and guidelines for evaluation having been developed and standardized. Accordingly
various tools and methods for trademark evaluation have also been evolved over time.
This article provides an overview of the evaluation of trademarks in China.
ince IP (IP) may be “assigned
with payment”, it is only logical
that its “value” should first of all
be assessed.
In China, however, the evaluation of IP
was taken as an item of the assets that
should be evaluated and began to re-
ceive full attention only in the early ’90s,
when the drain on state-owned assets
was becoming increasingly more seri-
ous and it became necessary to evalu-
ate all state-owned assets, that is, to
take stock of what was left of the coun-
try's resources.
Before that, when China imported
technology or other IP, the foreign sup-
pliers lifted prices, unilaterally assess-
ing the value of their own IP. Some-
times, their IP would be worth far less
than the price quoted. On the other
hand, when Chinese enterprises act-
ed as suppliers of IP to foreign parties,
some of the prices assessed were as-
tonishingly low, and in some cases no
price was fixed. (For example, when
the Lingnan Biscuit Factory of Guang-
dong province assigned its “LINGNAN”
trademark and an enterprise in Hang-
zhou assigned its “WEST LAKE” trade-
mark, not a single penny was charged.)
Clearly, if things are allowed to go on
like that, that would be squandering
resources, however plentiful; and China,
in fact, still lacks abundant resources.
Therefore, attention should really
begin to be paid to the question of IP
evaluation. At least when it comes to
technology assignment, it is a ques-
tion of the first importance.
In the practice of the great majori-
ty of countries, it is not necessary to
evaluate IP if it is in a "static" state. Chi-
na's practice of comprehensively eval-
uating IP in the “static" state among
state-owned assets is unusual. Tax laws
of some countries require that the IP of
an enterprise should be evaluated from
the angle of tax revenue, which also
implies how much profit the enterprise
has obtained in the licence trade based
on its IP. In reality it is still IP in a “dy-
namic" state that is being evaluated.
IP necessarily has to be evaluat-
ed in certain events, that is, when:
1. It is subject to assignment or licens-
ing in trade;
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whether the auctioning of a trademark
is lawful), the base price arrived at af-
ter evaluation exceeded RMB 100 mil-
lion yuan. Immediately after the auc-
tion, the buyer received information that
the application for registration of the
trademark had been rejected by the
State Trademark Office; thus there was
no such thing as an exclusive right to
its use; and it was by no means a “well-
known mark”, i.e. it was not among the
unregistered trademarks that might be
protected according to the Paris Con-
vention. Therefore, it might in fact not
be worth a penny. Yet the evaluating
firm there had reportedly arrived at the
value according to accepted formulae
for evaluation in traditional economics.
Has the “period of no dispute” of the
trademark expired?
According to the Paris Convention, af-
ter the expiration of the period of no
dispute, except for a trademark regis-
tered in bad faith, no request for can-
cellation of a registered trademark may
be submitted any more. This period is
variously prescribed to be from two to
seven years in different countries, while
it is generally prescribed to be five
years in most countries. That is to say,
within the five-year period after regis-
tration, it may at any time be cancelled
under the opposition procedure or the
procedure for dealing with improperly
registered trademarks. By the same
logic, the assessed value of a trade-
mark whose five-year period of no dis-
pute has expired and the assessed
value of a trademark whose five-year
period has not expired should differ
considerably.
Is the trademark approaching the
end of its period of protection, i.e. is
the date of renewal drawing near?
In respect of a trademark nearing its
date of renewal, there are a number of
questions that should be considered.
Primary among these is that, in the eval-
uation of a trademark, the general prac-
tice is to multiply the value of the aver-
age annual excess income by the num-
ber of years of validity of the exclusive
right (called the “exclusive right of use”
in Chinese law). For example, where a
certain trademark is still ten years away
from its date of renewal, the value is
in 1995, the Beijing Publishing House
had not found out that the supplier, Max-
well Communication Corp., was not the
copyright owner of the Disney works (or
entitled to carry out sub-licensing) be-
fore paying for the right to publish and
distribute the said works. Regardless of
how rigorous a formula for calculation
was used when the right was “bought”
and how reasonably the evaluation was
conducted, the deal was made with the
wrong party from the beginning, so that,
once Maxwell went bankrupt, Beijing
Publishing House was immediately left
empty-handed.5 It had paid the money
that it thought should be paid, but found
itself unwittingly infringing the right of
the Walt Disney Co.
Even if the supplier of the IP is the
person having the right to assign it or to
issue a licence, it is also necessary to
find out before evaluation whether the
assigning or licensing activities involve
the interests of a third party. This will
greatly influence the final amount arrived
at. For example, where a patentee has
already issued a licence or licences to
a third party or third parties and then
assigns the technology, the amount that
the assignee should pay for the tech-
nology as evaluated by him ought to be
much smaller compared with the amount
when the licence had been issued for
the first time. Also, if the licensing con-
tract includes a “most favoured licencee
clause”, then the exploitation fee for the
patented technology evaluated at
present should not be larger than that
prescribed in the contract already con-
cluded with any other third party. Of
course, if he has already issued to a third
party a monopolizing licence or an ex-
clusive licence, he has been trans-
formed from an “assignor with right” to
an “assignor without right” - although at
this juncture he is still the owner of the
relevant patent right.
Trademark evaluation
In the evaluation of a trademark,6 at-
tention should at least be paid to the
following points.
Has the relevant trademark been
approved for registration?
In 1995, when a trademark was being
put up for auction in the south-west of
China (setting aside for the moment
2. When enterprises merge or when a
joint equity venture is established,
with one party or both parties offer-
ing IP as the mode of contribution;
3. An enterprise is being liquidated;
4. When IP is being pledged; and
5. When compensation for infringe-
ment on economic rights is involved
in infringement proceedings.
It may be seen that Items 2, 3 and 4
above are closely linked to assignment
and licensing, or are themselves cer-
tain types of assignments; while item 5
sometimes also touches on assign-
ment (e.g., where the infringer prices
his own patent right to make up the
amount of compensation).
Where evaluation is talked about
in IP law, the emphasis is not on the
formula and method. In any case, the
numerous formulae for IP evaluation
introduced in economic treatises at
home and abroad have seldom proved
to be useful in practice. It should be
noted that internationally, the works of
most scholars of IP law and official laws
and regulations of governments, in dis-
cussing the evaluation of IP, only touch
on the principles of evaluation, the spe-
cial features of evaluation (as differing
from the special features of tangible
property evaluation), the conditions of
evaluation, etc. but never on the “formu-
la of evaluation”.1,2,3,4 Nor is it feasible in
practice to evaluate IP in the same way
as evaluating real estate and other tan-
gible assets.
As general principles of evaluation,
some of the methods proposed are not
bad. For example, it is mentioned in an
article that for the evaluation of patent-
ed technology in technology assign-
ment, the present-value-of-earning
method and the current-market-price
method are mainly used. However, if one
does not understand the special char-
acteristics of IP in evaluation (which
mainly means the special characteris-
tics in comparison with the evaluation
of tangible goods), these traditional
methods are just as difficult to apply.
But the first question that needs to
be settled before evaluation is: does the
supplier really own the property right, or
at least have the right to assign it or to
issue to the recipient a licence for its
use? In the case of Walt Disney Co. vs
Beijing Publishing House et al, on which
a decision was made by a Beijing court
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multiplied by ten; where it is one year
or less away, the value is multiplied by
one. Thus we can see that with regard
to the same trademark, its value when
nearing the date of renewal and when
newly registered (being far from the
date of renewal) may differ by ten times!
Next, in renewal, if the competent
administrative authority discovers that
the representation of a trademark con-
tains any word or device which, al-
though lawful at the time of registra-
tion, has become unlawful at the time
of renewal, it may not allow the regis-
tration to be renewed. The main rea-
son is that the law may be revised dur-
ing the ten-year period. Also, if it is
found that the trademark has a record
of not being in use for three consecu-
tive years, this could be another rea-
son for its cancellation.
Moreover, a trademark assign-
ment contract concluded when its date
of renewal is drawing near must con-
tain a provision as to which party shall
carry forward the renewal procedure.
A licence contract signed at this junc-
ture should have a clause providing
how, if the licensor does not go through
the renewal procedure, thus render-
ing the registered trademark invalid,
the licensee’s losses should be com-
pensated for. Otherwise, however rig-
orous a formula has been used to as-
sess the trademark, the buyer may find
himself in a trap after paying.
Is it a “well-known mark”?
According to the Paris Convention, the
IP Agreement of the WTO, and the laws
of most countries, a well-known mark
enjoys threefold privileges:
l If, before it is registered in a country,
someone has it registered pre-emp-
tively, it may force the pre-emptive
registrant out of the register and
enter itself;
l In countries which only protect reg-
istered trademarks, unregistered
well-known marks are generally
also protected; and
l With regard to a well-known mark
already registered, in infringement
proceedings there is a strong pos-
sibility of establishing that the de-
fendant’s trademark is similar to it,
and there is also a strong possibili-
ty of establishing that the defen-
dant’s relevant goods (services) are
similar to the goods (services) it in-
dicates. In quite a number of coun-
tries, even the use of a representa-
tion similar to that of a well-known
mark on dissimilar goods (services)
may be established as infringement.
As a result, in addition to the pro-
motional effect of a well-known mark
on the relevant products and services
in the economic field, the superiority of
its legal status will also greatly en-
hance its value. That is an important
reason why such well-known marks as
“Coca-cola” are assessed to be worth
more than US$ 10 billion.
To sum up, where a trademark is
well known, a high value should natu-
rally be attached to it. In such activities
as setting up joint ventures, trading and
assigning in China, instances of low
prices or even no prices at all being
fixed for well-known marks have oc-
curred time and again. Besides systemic
reasons, it is mainly because the as-
sessors have too little knowledge of the
principles and special characteristics
of trademark evaluation.
Finally, a few words about the ap-
plication of the excess income method
- the method commonly used in trade-
mark evaluation. Take, for example, the
“Twin stars” trademark (one of the well-
known marks established by the State).
Suppose the “Twin stars” shoes enjoy a
better sale than similar sports shoes, it
is difficult to attribute the “excess income”
entirely to the “Twin stars” trademark.
The mode of management of the
Twin Stars Group may be superior to
that of others; the know-how in its shoe-
making technology may also add con-
siderably to the value; therefore, under
this method, it may not be possible to
compare only with the same class of
goods of others, in the same way as
the evaluation of tangible goods. Here it
is also necessary to assess this “excess
value” by “comparing with oneself”.
What does it mean to “compare
with oneself”?
In 1989, the Shanghai Household
Chemical Products Factory assessed
the value of its “Maxam” trademark at
RMB 13.85 million yuan (US$ 1.73 mil-
lion) in setting up a joint venture with
the Johnson & Johnson Co. of the USA.
After the establishment of the joint ven-
ture, the trademark was shelved and
the cosmetics of the Household Chem-
icals Factory had perforce to bear the
“Star” trademark instead.
In 1993,when the latter mark was
used, the total sales of the factory came
to RMB 60 million yuan (US$ 7.5 mil-
lion), whereas in 1994, when the fac-
tory paid a large sum of money (by giv-
ing up part of the dividends to be drawn
from the joint venture) to recover the
“Maxam” trademark, the total sales in
1994 rose sharply to RMB 520 million
yuan ($ 65 million) and exceeded RMB
700 million yuan ($ 87.5 million) in
1995. In this difference, arrived at from
“comparing with oneself”, it is not diffi-
cult for people to see that the value of
“Maxam” originally assessed is dozens
of times less than it should actually have
had! The loss has really been grievous.
On the other hand, though, the real val-
ue of “Maxam” has indeed manifested
itself after such a comparison.
Goodwill evaluation
That goodwill is a kind of IP and a cer-
tain value should be fixed on it by way
of evaluation, was affirmed already in
the Agreement for Investment Protec-
tion signed by China with a number of
other countries as early as 1988.
If one is asked to give a definition
of “goodwill”, it would be as difficult as
to give a definition of IP. As with exist-
ing definitions of IP, numerous faults
would be found with it by a discerning
reader. As early as 1810, a judge in a
Western country told the “plain truth”
when he said: “Goodwill is the com-
mercial reputation offered by a firm to
customers.”7
This definition does not seem to
explain anything, but on the other hand
it is indeed the  interpretation regarded
as the most appropriate by posterity. For
there were subsequently quite a num-
ber of attempts by people to achieve
“novelty”, but they ended up just going
round in circles, without surpassing the
“plain truth” a hundred years ago. There-
fore, we do not have to be innovative
here; we intend only, as in the definition
of IP above, to tell the reader what good-
will is with regard to its scope.
“Goodwill” in the broad sense must
include trademark and trade name. The
reason is that, when customers con-
sider the business reputation of sup-
pliers of goods or services, they will
first of all look at the relevant trade-
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marks and the trade names of the rel-
evant manufacturers and enterprises.
In addition to trademarks and
trade names, goodwill also includes at
least what follows:
l Lists of clients or relatively fixed
channels of sale.
This type of goodwill often consti-
tutes in turn some sort of trade secret
(or at least coincides partly with the ex-
clusive right to the trade secret). It is
inconceivable that an enterprise de-
void of channels of sale can still pos-
sess goodwill for which a high price is
fixed after evaluation. On the other
hand, in market competition, especially
in unfair competition, all operators
know that regular channels of sale or
lists of regular clients can fetch high
prices and will try to get hold of them
by hook or by crook.
l The distinctive places of business
(the site of the building, the facade,
etc.) owned by the provider of
goods or services, and even its
telephone number, e-mail address,
fax number, and so on .
The only fountain pen repairer’s
shop in Beijing, located in Dengshi
Dongkou, once enjoyed quite a good
reputation. Before the popularization of
word processing, it was frequently full
of customers. The dimensions of the
shop were less than 6 m2 and might
not be worth much as real estate, but
the goodwill it generated would have
been quite valuable (if most people had
not exchanged their pens for comput-
ers). Again, the Li Kang Removal Co.
is well known in Beijing for the high
quality service it offers, and its tele-
phone number (6) 4226688 has in-
deed formed part of its goodwill.
l The status of R&D and the reputa-
tion of the key members .
This kind of goodwill is the most
obvious for high-tech enterprises. For
example, the commercial reputation of
Beida Founder and Legend Holdings
(in the field of computer software and
hardware) and their appeal to custom-
ers stem to a considerable extent from
the R&D capabilities of Wang Xuan, Ni
Guangnan and their colleagues, as
well as from people’s faith in the prod-
ucts they develop.
The evaluation of the goodwill pos-
sessed by such enterprises is to a great
extent an evaluation of the reputation of
the key figures within their technical
contingents. Please note that here these
people themselves are by no means tak-
en as “intangible” property but their rep-
utation is taken as intangible IP. Clearly,
there is also a certain connection and
overlap between this IP and the “image
right” mentioned above.
Compared with trademarks, the
evaluation of goodwill appears to have
even less of a “fixed formula” and is
even more difficult to grasp. A foreign
lawyer engaged in evaluation has lik-
ened an enterprise to a car and good-
will to the momentum of the car. The
engine of the car (tangible property)
sometimes stops working but the car
itself can still advance some distance
on the momentum. The analogy is quite
appropriate, thus the general principle
of goodwill evaluation is created: the
distance the car can still travel on the
momentum after the engine goes out is
precisely the real value of the goodwill.
Some government documents in
foreign countries require that a fixed
mode be used uniformly in goodwill
evaluation: according to the number of
years for which the enterprises has
acquired the goodwill, a certain per-
centage is deducted from the profit each
year (say five per cent) and these are
added up as the “surplus profit” brought
by the goodwill.
In this way, if a company has been
established for 50 years, and its rele-
vant goodwill for 20 years, then five per
cent is deducted from the profit of the
20 years and added up to constitute
the value of the goodwill pertaining to
the enterprise. Such a method of cal-
culation is difficult to apply to many of
the state-run enterprises in China.
Their products (or services) may
indeed enjoy a high reputation in the
markets at home and abroad, but they
have long been operating at a deficit,
with no profit to speak of. Thus the state-
run enterprises of China operating in
the red cannot follow the international
practice here, i. e. they cannot sell (as-
sign) their goodwill containing or not
containing a trademark without fixing
a price (as there is no surplus profit)
nor fix too low a price, nor fix a nega-
tive price.
In a guiding case of the UK in the
’30s, the judge took the profit that the
assignee of the goodwill expected to
obtain in the first year after the assign-
ment as the basis for calculating the
value of the goodwill. This amounts to
having the buyer do the quoting.8 And
this guiding case has been accepted
in practice for 60 years. This method of
calculation may also be used for our
reference.
In goodwill evaluation, attention
should be paid to an important (although
commonsense) feature: the build-up of
goodwill is often very slow, whereas its
loss may be rapid. A few years ago,
someone claimed to have found glass
shards in the beverage Pepsi Cola. For-
tunately, it was later made clear that
the claim had no factual basis. Sup-
pose it had been true, the goodwill of
the Pepsi Cola Co., built up over the
last hundred years, may have come to
nothing overnight.
That was also why the Vitasoy Co.
of Hong Kong, on discovering that a
bottle of its soya milk contained harm-
ful substances, immediately withdrew
and destroyed, at great expense, mil-
lions of bottles of soya milk already on the
market - in order to maintain its goodwill.
Thus, after the occurrence of an inci-
dent (even a chance occurrence) which
damaged the goodwill of the enter-
prise, it is imperative that the assignee
of the goodwill should not assess the
goodwill in the traditional manner and
set the price too high. This feature (i.e.
slow to build up and quick to lose) does
not usually exist in the evaluation of
patent, copyright, etc.; and where it is




Trademark evaluation is one of the con-
stitutents of IP evaluation. That is to say,
the trademark evaluated comes under
one category of IP right, namely what
the laws of most countries call the
“trademark right” or the “exclusive trade-
mark right”; in the Chinese law, it is
called the “exclusive right to use a trade-
mark”.
Therefore, “trademark evaluation”
is not to assess the value of those words
and/or devices themselves as the
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the following was reported under the
banner headline Buying A Share with
Intangible Property Priced at Ten Million
Yuan:  "A few days ago, the Dong Bao
Electrical Appliance Co. of Hangzhou,
in the process of forming a joint equity
venture with the US-funded China Re-
frigeration Holdings Ltd., successfully
valued the Dong Bao trademark and 19
patents at RMB 10 ($ 1.25) million) in
order to become a shareholder."
That is to say, the trademark plus
the 19 patents was valued at a total of
RMB 10 million yuan. A year later, how-
ever, it was reported in page 4 of the
Guangming Daily of 3 September 1996
that “during the evaluation in Zhejiang
province of intangible property in the
form of brand names conducted in June
this year, the brand names of the prod-
ucts of Zhejiang enterprises were eval-
uated jointly by the provincial Industry
and Commerce Administration Bureau,
Bureau of Technical Supervision…and
the Zhejiang Property Evaluation Ex-
change.” The result of the evaluation
was that “the value of such well-known
brand names as Dong Bao exceeded
100 million yuan ($ 12.5 million)."
It is surprising that the same trade-
mark should differ by over ten times in
two evaluations. This cannot but make
one feel that such evaluation is too un-
reliable.
If the methods of tangible property
evaluation continue to be used in trade-
mark evaluation, and a number of the
methods in common use are taken as
examples, we may take a look at what
the results will be.
The replacement cost method
“Exclusive” IP, especially industrial
property with its even greater exclusiv-
ity, is difficult to “replace” as it is com-
pletely unlike tangible house property,
which may be evaluated according to
the present value of another building
similar to it in every way. Although some
people mistakenly think that IP right
cannot be an exclusive right as it has
“restriction of right”, actually its degree
of “exclusivity” is much higher than that
of a real right. It is quite common for two
subjects of real right to enjoy the right of
ownership to two identical things respec-
tively; whereas there is very little possi-
bility for two trademark right owners to
enjoy respectively the exclusive right
representation of the relevant trademark,
although these cannot be completely cast
aside and ignored during evaluation.
When the Anqing Petro-chemical
& Acrylic Fibre Co. Ltd. of China offers
a prize of RMB 12,000 yuan ($ 1,500)
to solicit designs for a trademark to be
used on the products of the company,
people might perhaps think that the
design of the device is itself worth
12,000 yuan.9 However, if the compa-
ny actually decides on one of the de-
signs for the device as the trademark
of its products, uses the mark in trade
and obtains a trademark registration,
and people assess the value of the
mark to be RMB 12,000 yuan, the com-
pany will by no means agree with such
a low valuation.
In the customary style of writing, in-
cluding that of the articles of association
of valuation companies and valuation
laws and regulations, the term “evalua-
tion of trademark right” is seldom used.
Although the law for protecting copyright
is generally called “copyright law”, the law
for protecting the trademark right is rarely
called “trademark right law”. The title of
the textbook on IP by Cornish of England,
which has been in use since the early
’80s and reprinted three times, has always
been Patents, Copyright, Trade Marks and
Allied Rights, and it is self-evident that the
term “trade marks” is used to indicate the
“trademark right” actually involved. There-
fore, we have no need to pay excessive
attention to wording and “correct” people’s
usage; but we must also be clear that,
when we talk about “trademark evalua-
tion”, we actually mean “trademark right
evaluation”, about which there should not
be any misunderstanding. That is to say,
what we really want to evaluate is not the
representation of the trademark but the
trademark right. This is very different from
the field of the right over things, in which
what have to be evaluated are often the
things themselves, not the right over the
things (such as the right of ownership).
Of course, trademark evaluation is
also unlike what some people believe
it to be, i.e. merely the evaluation of the
“reputability”of a mark. For instance, a
trademark that has just been registered
but not yet put to use may very well have
no “reputability” to speak of, but it may
be appraised as an object of assignment
or licence; its use without authorization
will constitute an infringement of the
exclusive right to use a trademark. At
this juncture, its price may be assessed
through fixing the amount of infringement
compensation. If a trademark has been
in use for a long time, in evaluation it is
naturally difficult to draw a hard and fast
line between the mark and the goodwill.
When evaluating such an exclusive mark
that has already been used, a part of the
content, which by rights should come
under goodwill, will be included. The
reason why it is necessary to point out
here the connection and the difference
between the mark and the goodwill is
by no means to erroneously call the
mark the “subject matter” as some dis-
cussions do, while calling the goodwill
the corresponding “object”. In the field
of trademark law, the object receiving
protection is the trademark; in trade-
mark evaluation, the self-evident ob-
ject of evaluation is the trademark right
(or the “exclusive right to use a trade-
mark”). This should have been perfect-
ly clear in the first place.
Current methods of evaluation
In China, where IP has not been pro-
tected for very long, and IP evaluation
has just started, the current laws, regu-
lations and rules often require that the
methods of evaluating tangible prop-
erty be copied indiscriminately, that is,
these methods should be totally or ba-
sically transplanted to the evaluation
of IP. For example, this is true of Article
16 of the Procedure of the Shenzhen
Special Economic Zone for the Admin-
istration of the Evaluation of Intangible
Property, published in 1994.
The advantage of copying or basi-
cally copying the methods of tangible
property evaluation is to make it pos-
sible for the evaluation of IP to make a
start, and even imperfect rules are bet-
ter than no rules. The disadvantage is
that it tends to make the evaluating or-
gan overlook the characteristics distin-
guishing IP from tangible property. It may
also lead to the results of evaluation dif-
fering too much from the actual value or
market price of the relevant IP and fail-
ing to achieve the purpose of evalua-
tion, giving an impression to the public of
being “too stochastic”. After a while, people
will doubt the credibility of the evaluation
results.
For example, in the front page of
the China Patent News of 12 April 1995
TECH MONITOR l Sep-Oct 200329
Special Feature : Valuation and acquisition of IPR
of use in regard to the same trademark
representations on the same goods
(there being only individual instances
in countries which recognize “joint
use”). Thus it is difficult to find the “re-
placement cost” of a trademark.
Many existing works and evalua-
tion companies usually include in the
cost the designing fees of the trademark
representations, the expenses in con-
sulting retailers, specialized lawyer and
relevant consumers in order to decide
on the choice of trademark, advertising
outlays and other sales promotion ex-
penses, according to which the value of
the trademark is calculated.
Whereas in practice, expenses
like the application fee for registration
account for so little in the value of a
“well-known mark” (which has already
won recognition) that it is negligible. In
liquidating the assets of a bankrupt en-
terprise whose mark is close to losing
all its "reputability", if the goods indi-
cated by the mark can no longer find a
market, then even though the enterprise
has spent millions on advertising, it is
difficult to calculate the value of its mark
according to the expenses.
Moreover, from the angle of ac-
counting law, the expenses of an en-
terprise, whether in applying for trade-
mark registration or in advertising and
publicizing, have generally been ap-
portioned to the cost account of each
year. If such expenses are calculated
once again in evaluating the trademark,
it is worth considering whether such a
method of “pricing twice” is legitimate.
Present value of earnings
This method of valuation is to convert
the expected earnings of each year
within the period of validity of the rele-
vant trademark into cash according to
an appropriate discount rate and, after
adding them up, to obtain the present
value of the relevant trademark.
According to the Chinese Trade-
mark Law, although the period of va-
lidity of a registered trademark is ten
years, provided the use of the mark is
neither illegal nor discontinued, it may be
renewed indefinitely. The “period of va-
lidity” taken here as the basis can only
be ten years but not lasting indefinitely.
Thus a problem arises: where a
well-known mark is evaluated in the
year before renewal, in the theory of
the present-value-of-earnings method,
the price assessed may be less than
that of a non-well-known trademark
which has just been registered with the
ten-year period of validity still intact. In
actuality, no one will be ready to pay a
high price for the unknown trademark.
The reason is simple: the reputation of
a well-known trademark in the market
is solidly established and may be re-
newed indefinitely, thereby bringing
considerable earnings to the trademark
right owner even though its statutory
period of validity is only one year.
Whereas in respect of a just registered
trademark, even if the amount obtained
by adding up the earnings of ten years
may in theory be taken as the basis of
its value, it may also lose its reputabil-
ity in the second year.
The market comparison method
This method is to choose among those
trademarks in the market whose prices
agreed upon in transaction are gener-
ally accepted, one or more trademark
identical with or similar to the relevant
trademark (which does not mean the
devices in the representations are sim-
ilar but the goods or services indicated
by the relevant trademark are similar,
the conditions of the subjects of the
trademark right are similar, the degrees
of marketability of the goods are simi-
lar, etc.) and compare them with the rel-
evant trademark so as to arrive at an
appropriate value by imputation.
This method is even more difficult
to apply. Firstly, as mentioned above,
since the trademark right has exclusiv-
ity, it is difficult to find a similar subject.
Secondly, information on trademark
transactions (assignments, licences,
etc.) in the market is mostly kept be-
tween parties to contracts and is gen-
erally not easily disclosed.
Some people believe that, although
it is difficult for any one of the above three
methods to be used in trademark eval-
uation, they are practicable if used in
combination. Actually, however, owing
to the existence of such obstacles as
the exclusivity of a trademark, the es-
sential indeterminacy of the period of
validity of a trademark, and the difficulty
in obtaining the relevant information, it
will not be possible for the three to com-
plement one another even if they are
combined. That is to say, whether the
three are combined or not, the relevant
obstacles will remain insuperable.
A more effective method?
To evaluate IP according to the meth-
ods of tangible property evaluation is
often to walk into a blind alley. Can we
then find specific methods more suited
to the evaluation of intangible proper-
ty? The answer should be yes. With re-
gard to trademarks, in addition to a
number of principles of evaluation (e.g.
whether the relevant trademark has
been registered, whether it contains the
“prior right” of another person so that it
is deficient in exclusivity and may even
be cancelled, whether the relevant
trademark has withstood the tests of
determining the attribution of the trade-
mark right and infringement proceed-
ings), we will introduce two methods
below for reference and further study.
The method of totality difference
Under ordinary circumstances, it is more
practicable to assess the overall assets
of an enterprise according to the
'present-value-of-earnings method'
whereas it is also practicable to assess
the tangible property of an enterprise ac-
cording to the replacement cost method.
Then the total assessed according to the
former method minus the amount of tangi-
ble property assessed according to the
later method should be the value of the in-
tangible property of the enterprise.
Within this difference, if the intangible
property other than the trademark (such
as trade name, copyright, patents and
business secrets) is further subtracted, the
remainder should be the value of the
enterprise’s trademark. Although this cal-
culation may still fall short of reality, it will
by no means be like the way it was men-
tioned above, i.e. the direct use of the
mode of tangible property evaluation, with
results so wide off the mark.
The method of surplus profit
The difference between the actual reve-
nues of the same enterprise which, when
making and selling the same product,
uses a certain trademark or does not
use the said trademark but uses an-
other representation instead, is the true
value of the mark. Such a “difference”
is not the difference in the earnings of
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only one year or even longer. It may be
the difference of one year multiplied by
five, or it may be the cumulative amounts
that may be expected to increase pro-
gressively each year in the coming five
years according to the rate of progres-
sive increase of the earnings in the pre-
vious two or three years.
Such a method of evaluating a trade-
mark is the most precise; regrettably, it
will not be used very often. For example,
the “Maxam” trademark of the Shanghai
Household Chemical Products Factory in
China was shelved by the joint equity
venture for several years, and the facto-
ry had to use such marks as “STAR” in-
stead, while its earnings fell markedly.
Later the “Maxam” trademark was used
again and the earnings rose steeply. Such
cases are not often seen in practice.
Things whose values are only recognized
once they are lost, are often lost forever.
This method of calculating surplus
profit by “comparing with oneself”, if
slightly modified and applied to an enter-
prise similar to one’s own enterprise, may
also give more precise evaluation results.
That it has to be “slightly modified” here
is because where another enterprise
uses another mark to sell the same
goods, although the difference in com-
parison with one’s own earnings is large,
it is necessary to deduct from one’s own
“surplus profit” the value of such things
as the list of customers inherited from
someone else and unique methods of
operation, all of which may constitute
business secrets. Only the difference
after deduction may be taken as the ba-
sis for evaluation, to reflect the value of
one’s own trademark.
In addition, when this method is
used to assess the value of a mark, the
initial idea could well be to set at “zero”
the value of one’s own mark or that of a
similar enterprise used for comparison.
Whereas in actuality, the value of most
but not all marks used for comparison,
whether one’s own or those of similar
enterprises, cannot be zero.
Therefore, the value of a mark thus
evaluated may be lower than its actual,
proper value.
However, if the trademark evalu-
ated is particularly well known, while the
trademark used for comparison, or that
of a similar enterprise, is not at all well
known (e.g. in the case of “Maxam” in
contrast with “Star”), the value of the lat-
ter may be regarded as so low that it is
negligible; and the result of such evalu-
ation, even though theoretically lower
than the proper value, will not in prac-
tice be too far from it. Even in situations
where the contrast is not particularly
great, it is still necessary to estimate an
approximate value according to the cur-
rent earning power of the trademark
compared, plus the amount arrived at
according to the method of calculating
surplus profit, so that the result may be
more reasonable.
In carrying out trademark evalua-
tion, attention should be paid to Article 24 of
the Company Law of China, i.e. in estab-
lishing a limited liability company, the
amount of capital contributed in the form of
industrial property on which a price is fixed
shall be limited to within 20 per cent of the
registered capital of the company. Until
Article 24 of the Company Law is revised,
this limit must be observed. But it should
be applied actively and under no circum-
stances passively.
“Passive application” means that,
before establishing the relevant compa-
ny, mostly a Sino-foreign joint equity ven-
ture, in the evaluation of such industrial
property as the trademark, the evaluat-
ed price is forced down artificially so as to
“smoothly pass” the examination of the con-
tract for the joint venture. The result is that
quite a number of highly valuable trade-
marks have been assigned at low prices.
The losses are grievous.
“Active application” has two meanings:
l In the evaluation of the mark before
forming the joint venture, the value of the
mark is assessed according to actual
conditions. If it is much higher than 20
per cent of the registered capital of the
joint venture, and is precisely one item
of the assets contributed as capital by
the enterprise as the Chinese party, the
enterprise can on no account contravene
the law but must abide by the provi-
sion of Article 24 of the Company Law.
In negotiating the contract for the joint
venture, it may contribute the trademark
of the enterprise as capital only in the
mode of licence for use but not in the
mode of assignment. To do otherwise
would constitute an illegal act and it
would be difficult for the joint venture
to be approved for establishment.
l It means that the above proportion pre-
scribed by the Company Law does not
prevent the trademark of the relevant
company from appreciating in value with
the company’s business booming day by
day. Even if, in the result of a valuation
carried out several years later, the value
of the relevant trademark is vastly high-
er than the sum total of the tangible as-
sets and other assets, it would not con-
travene on that account the Company
Law.
Finally, trademark evaluation can
also be carried out in a number of indi-
rect ways, and the result may not nec-
essarily be farther from that assessed
according to whole set of complex for-
mulas in the traditional mode of tangible
property evaluation. For example, the
assessment of the value of a company
whose stock is publicly listed may per-
fectly well be linked to the fluctuations
of its stock in the market. Whereas, in
evaluating the mark of a company
which has many times used its mark in
the mode of concluding licence con-
tracts, the intermediate value between
the highest and the lowest points of the
scale of royalties in its trademark licence
contracts may be taken as the princi-
pal reference point. With regard to a com-
pany for which the court has made a
decision on infringement compensation
in trademark infringement proceedings,
the relevant amount of compensation
may be taken as reference.
Trademark evaluation cases
Infringement compensation
In the case of Vie de France Beijing Ltd.
vs Sun City Arcade of Beijing10, after in-
fringement was established, the court
decided, in respect of the defendant’s
infringing act of sale from 11 May to 30
October 1993, that the defendant
should pay RMB 10,000 yuan ($ 1,250)
in compensation for “loss of trademark
reputation”. This in reality amounted to
the establishment of the actual losses
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caused to the plaintiff in about six
months’ time by the defendant for using
the trademark of another person. The
defendant made a profit of RMB 111
yuan from a batch of goods purchased
at a cost of RMB 765 yuan. The court
held that the illegal profit was gained
because the shape of the goods sold
by the defendant was identical to that
of the goods of the plaintiff, thus the act
did not seem to come under the cate-
gory of trademark infringement but un-
der that of unfair competition.11
In actuality, however, it was this 111
yuan that really constituted the principal
illegal income through passing off the
plaintiff’s trademark. That is to say, after
the labour expended by the defendant in
purchasing and selling the goods and
other costs are deducted, and then the
profit that may be made by unfairly us-
ing the same shape of goods as that of
the plaintiff’s goods is also deducted,
what remains of the 111 yuan is mainly
the difference between the profits gained
by using and not using the plaintiff’s
trademark. It is comparatively easy to
calculate the defendant’s labour and oth-
er costs. If we set the amount at 11 yuan,
then the remainder is 100 yuan.
How it is further divided here is more
difficult. If Vie de France is a well- known
mark, then other factors may be neglect-
ed and all the 100 yuan may be counted
as profit gained by using the mark. If the
plaintiff has 1,000 outlets in China, all of
them being equal to the defendant in size,
and suppose each of them purchases on
the average two batches of goods annu-
ally, then the net profit from using the mark
totals 200,000 yuan. In China, each re-
newal is valid for 10 years; so the aggre-
gate should be 2 million yuan ($ 250,000).
The price thus assessed can only
roughly represent the royalty for use of
the mark in China in the mode of exclu-
sive licence or, at most, the price of as-
signing the mark in China. Also, numer-
ous specific conditions, (“if”,“suppose”,
etc.) will have to be attached.
The trademark right is a kind of IP
right that is strictly regional, whereas a
number of economists abroad, in estimat-
ing that the“Coca-cola” mark is worth US$
20 billion or more, have not indicated
particularly whether this is the price of
assigning it in the USA or the price of
assigning it in other countries of the
world. The difference between the two
could well be 100 times or more.
The answer to none of these can be
obtained according to any “formula” in
economics.
Assets evaluation
The aggregate assets of a certain en-
terprise were evaluated at 300 million
yuan ($ 37.5 million) by using the
present-value-of-earnings method; the
tangible assets of the enterprise were
evaluated at 110 million yuan ($ 13.75
million) by using the replacement cost
method. The difference was 190 million
yuan ($ 23.75 million), which should rep-
resent intangible assets. The enterprise
had no patent; it had technical secrets,
which had been introduced at a total
price of 10 million yuan ($ 1.25 million)
according to contract; the goodwill of the
enterprise which might be separated
from its trademark (e.g. sales channels)
was evaluated at 20 million yuan ($ 2.5
million). At this juncture, there should be
a remainder of 160 million yuan ($ 20
million). The trademark of the enterprise
was a well-known mark, and thus it
should have been possible to neglect the
other factors and evaluate its trademark
at 160 million yuan. However, the enter-
prise listed 10 million yuan of it as “other
intangible assets” and evaluated the
mark at 150 million yuan.
This result of evaluation is fairly
close to the facts.
Let us assume that, if the enterprise
had not set aside 10 million yuan as “oth-
er assets”, and someone later on used,
without authorization, the booklet of in-
structions for use of the product of the
enterprise, or other material, if the enter-
prise went to the court and accused the
user of infringing the copyright (author’s
right) on its booklet of instructions, it
would not receive any compensation.
The reason is that, in evaluating its own
intangible assets, the enterprise would
have already implied that none of its
publications in words and figures, in-
cluding of course the booklet of instruc-
tions, was worth a penny. To be sure,
their use without authorization would
theoretically constitute infringement on
the copyright, but this would not cause
any economic losses to the enterprise.
That way the enterprise would have re-
ally miscalculated. Hence the decision
to set aside 10 million yuan as "other
assets" was appropriate. Such a ques-
tion can neither be forecast nor an-
swered according to any “formula” for
evaluation.
Notes and References
1. Katherine Kuh, Stanford Universi-
ty, U.S.A, Asia Pacific Intellectual
Property, Jan-Mar, 1995, WIPO.
2. The U.S. Trade Commission EIPR,
No.7, 1995.
3. Henry, EIPR, No. 5, 1992.
4. The Commercial use of Intellectual
Property, Blackstone Press.
5. For details of the case and the de-
cision, see p.136, No.4, 1996 of the
Gazette of the Supreme Court.
6. This is customarily referred to as
“trademark evaluation” in the cur-
rent administrative rules and regu-
lations as well as scholarly works
in China. See the article by Ou
Wanxiong in No.4, 1995 of China
Business Management Studies; the
article by Huang Hui in No.4, 1995
of the Trademark Newsletter. The
same applies to foreign scholarly
work. See the article by Henry in No.
5, 1992 of EIPR, and the book enti-
tled The Evaluation of IP and Intan-
gible Assets, 2nd edition 1994, by
Smith Parr of the USA.
7. See Crutwell vs. Lye in p.129,
vol.34 of ER, 1810.
8. See (1938) Z2 ATC 437.
9. See p.3 of the Economic Daily of
28 October 1996.
10. See p.70 of the 2nd issue, 1994 of
China Patents & Trademarks.
11. Here the demarcation is made only
theoretically. In practice, the Law for
Countering Unfair Competition of
China was not yet implemented in
October 1993. r
